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别是高当时的市场 - 到 - 书比，以利用的错误定价的部门和提高量高; 第三，用的估计内
在价值为$29.8 ，这是低于$38 的 IPO 价格，它可以假设，投资银行和风险投资为获奖者
做了很好的工作，而 Facebook 本身和股东会是输家。  
随着 IPO 的理论和概念框架和基本估值，假设和研究的基本目标行业的估值模型
的适用性。战略、市场和财务分析和估计的内在价值，所谓的基本面分析进行。因此，
它 可 以 被 用 来 作 为 指 导 的 理 论 支 持 ， 为 从 业 者 进 行 IPO 估 值 一 块 。 
 






























The research paper explored the true reason of Facebook’s initial public offerings (IPO), 
how it managed to raise high amount and losers at the end. The following main results found: 
first, initial investors, venture capitals (VCs), of Facebook implemented “exit strategy” without 
degrading company reputation based on the estimates of low future market potential and risk of 
Facebook; second, Facebook used many good conditions, such as pre - IPO unusual good 
performance, high market share, good stock market condition, specifically high prevailing 
market-to-book ratio, to exploit the mispricing in the sector and raise the high amount; third, 
with the estimated intrinsic value of $29.8, which is lower compared with IPO price of $38.0, it 
can be assumed that the investment banks and the venture capitals did good job as winners, and 
Facebook itself and share holders will be losers.  
With theoretical and conceptual framework of IPO and fundamental valuation, 
assumptions were made and applicability of fundamental valuation models for the target industry 
is examined. Strategic, market and financial analysis and estimation of intrinsic value, so called 
fundamental analysis, were performed. Consequently, it can be used as a piece of guide with 
theoretical support for practitioners to make IPO valuations. 
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Chapter 1 Introduction 
Increasing market competition in both domestic and international market leads companies to 
take more competitiveness continuously without any breaks. Financing through internally generated 
funds and externally raised funds are the main sources to implement management decisions to 
sustain in the harsh market. Even though external financing is costly, firms face necessity. 
Consequently, many important issues in corporate finance are driven by the decision of external 
financing. According to the Patrick Bolton and Xavier Freixes (2000), financing through bank is 
more costly implying that it is not the best choice since banks face costs of capital themselves. So 
firms may consider alternatives, bond or equity financing (Patrick Bolton et al., 2000). Scholars and 
practitioners emphasize initial public offering (IPO) as a critical source of capital for growing firms 
due to cheaper and multiple financing opportunities, such as  secondary offering, convertible bond 
etc, easier access to dept financing, secured long-term customer relationships, increasing exposure to 
public, increased prestige which may attract investors, strategic partner and customers, return to 
initial investors (Matt H. Evans), improved financial status, potential for higher valuation, portfolio 
diversification, facilitation of mergers and acquisition (M&A), increased responsibility and 
improved recruitment and retention through granting equity participation to employees etc (Beth 
Deazeley, 2008). Yet, there are many disadvantages of going public. Not only the advantages but 
also potential effect and expected stock performance should be considered in the decision of when to 
go public. Marco Pagano et al. (1998) claimed that going public is not a stage that all companies 
eventually reach but is a choice. There are many conditions and determinants of IPO as well as many 
reasons to go public, as defined by scholars. Consequently, decision to go public is not easy - firms 
are in tradeoff between going public or not. IPO valuation and pricing process start with estimating 
fair value using particular models, discounting to formulate preliminary offer, price updating based 
on indicator demand from road show to finalize final offer price, eventually, underpricing forming 
first day market price (Peter Roosenboom, 2012). Successful IPO starts with a rational calculation of 
intrinsic value so that both investors and the company itself get satisfied. Mispricing of intrinsic 
value could lead to unexpected stock performance resulting in wrong investment decision and 
adverse effects on a company through the change of management, cost of financing, takeover and so 


















conceptual framework, and analyzing a real case using different models, valuation techniques and 
assumptions, ones based on the theories, are becoming increasingly important each passing day. 
A case of Facebook IPO is unique since it could manage to raise high amount in the history, 
and raises questionable issues in the market. As Facebook claims, its main reason to go public is the 
regulation which forces a company to go public if the number of its private investors reaches to 500. 
But from different perspective, it is believed that Mark Zuckerberg promoted his employees with 
stock units on purpose to increase the investor amount to 500, and be pushed by Securities Exchange 
Commissions (SEC) in the future to issue IPO. Is he pursuing exit strategy without degrading 
company reputation? Some scholars claim that owners sell their ownerships if they no longer able to 
manage their firms or if the firms are in great risk. If Facebook had high growth potential, Mark 
Zuckerberg and other venture capitals wouldn’t want to share profit with others. The stock price of 
Facebook has experienced sharp declines, for example 49 percent decline over 5 months after its IPO 
in May 18, 2012. Some says the decline is due to technical problem of NASDAQ while others raise 
the questions regarding the company’s potential growth and intrinsic value. Insiders have traded 
their stocks after the expiration of sales lockup in August giving bad signal to the stock market. Why 
insiders, especially a director of Facebook, consider selling their shares instead of keeping them as a 
long term investment? What is the true reason of Facebook IPO? How could it successfully manage 
to raise the high amount from capital market? So who will benefit and lose at the end?    
The research paper aims at exploring the true reason of Facebook IPO, how it managed to 
raise much, defining winners at the end. Additionally, it can be used as a piece of guide with 
theoretical support for practitioners to make IPO valuations. To achieve main goals, market potential 
as well as risk of Facebook was studied to support the assumption of “exit strategy” by venture 
capitals. Secondly, favorable conditions stated in the literature review were examined in the case of 
Facebook to explain how it could manage to raise high amount from capital market. Finally, to 
define who will be losers at the end, IPO valuation of Facebook was done.   
The research work started with formulating theoretical and conceptual framework of IPO 
decision, conditions and IPO valuation to analyze a real case. Based on the framework, applicability 
of fundamental valuation models are examined, and strategic, market and financial analysis and 
intrinsic value calculation so called fundamental analysis will be performed. Data and information 




































Chapter 2 Literature Review 
Market competition is increasing each passing day due to continuous innovation in 
technology, growing number of new entrants, and enhanced competitiveness of existing competitors 
and so on. Any businesses pursuing stabilization and growth strategies need to use not only internal 
funds but also external funds to implement its business strategies.  
2.1 External financing decision 
If financing through internally generated funds is not enough or impossible, firms consider 
externally raised funds. Firms can use bank loan, bond and equity as external financing sources. 
According to Patrick Bolton and Xavier Freixes (2000), financing through bank is more costly 
implying that it is not the best choice since banks face costs of capital themselves. So firms may 
consider alternatives, bond or equity financing (Patrick Bolton and Xavier Freixes, 2000). Decision 
makers need to consider many aspects, such as timing, credit rating, cost of financing sources, 
capital structure, control aspects (IFC, 1953), information asymmetry (Christoph Kaserer, Dirk 
Schiereck, 2007), choice of SEC registration, taxes, market liquidity (Alexander W. Butler, Gustavo 
Grullon, James P. Weston, 2002), analyst coverage (Xin Chang, Sudipto Dasgupta and Gilles Hilary), 
and other company specific characteristics to make financing decision. Hence raising fund in the 
capital market requires careful consideration. 
Jack Glen and Brian Pinto determined three main groups of financing decision factors: cost, 
capital structure and control aspects. 
Inmoo Lee, Scott Lochhead and Jay Ritter (1996) did research on the costs of raising capital. 
Based on the data of U.S. corporations from 1990 to 1994, they found out that cost of initial public 
offering (IPOs) is on average 11 percent of total proceeds, 7.1 percent for seasoned equity offerings 
(SEOs), 3.8 percent for convertible bonds, and 2.2 percent for straight dept issues. Spreads on bond 
offerings are highly sensitive to the credit rating of the offering (Inmoo Lee et al., 1996). At first 
sight, there is no doubt that dept issue is preferable in terms of cost. However, research result of 
Rene M. Stulz (1999) showed that cost of equity capital decreases due to globalization for two 
reasons: first, the expected return that investors require to compensate for the risk they bear 
generally falls; second, the agency costs become less important. 
Many scholars have tried to explore different kinds of factors which have effect on capital 


















that market liquidity is an important determinant of the cost of raising external capital due to the 
reduced fee offered by investment banks. Scholars John Hughes, Jing Liu and Jun Liu claimed that 
holding total information constant, greater information asymmetry will lead to higher factor risk 
premiums, and thus higher cost of capital. Further researches show a negative correlation between 
analyst coverage and information asymmetry.  
Xin Chang, Sudipto Dasgupta and Gilles Hilary studied relationship between analyst 
coverage and financing decisions. They found very interesting result that analyst coverage affects the 
pattern of security issuance. First, firms with fewer analysts tend to issue equity instead of dept. 
They issue equity less frequently at larger amount. They depend more on favorable market condition 
to make issuance decision (Chang, Sudipto Dasgupta and Gilles Hilary).  
Jennifer E. Bethel and Laurie Krigman (2006) examined how firms can manage the costs of 
issuing common equity through their choice of SEC registration strategy. According to them, if firms 
use unallocated shelf, a deregulated registration procedure, they will pay lower underwriter fees, and 
could access the market faster than similar firms that use the slower traditional procedure, a one 
requires detailed advance disclosure. Further they claimed that low information - asymmetry firms 
which use shelf have minimal asymmetric - information related price declines when registering and 
issuing equity. However, high information asymmetry firms, which use shelf, have large price 
declines so they tend to choose the traditional registration procedure (Jennifer E. Bethel, Laurie 
Krigman, 2006). 
Joseph E. Stiglitz (1972) shows that taxation doesn’t have a very significant effect on 
corporate financial structure when excluding the case of dramatic change in taxation policy.     
Pecking Order Theory is for firm’s capital structure and financing decisions. It was first 
proposed by Donaldson in 1961, and then modified by Stewart C. Myers and Nicolas Majluf in 1984. 
The theory claims that companies first prefer to use internal funds, if internal funds are not enough, 
they will finance through dept. If issuing dept is no longer possible, they will raise equity as a 
financing of last resort. The theory assumes asymmetric information influences the choice between 
internal and external financing as well as the choice between the issue of debt and equity. 
Asymmetric information prefers debt issue to equity issue for the following reasons: first, the dept 
issue sends positive message to a board because the board would assume that the investment is 
profitable and the current stock price is undervalued; second, the issue of equity would send negative 


















equity would lead to a drop in share price. However, the theory is not supported by other researchers 
done empirical test on it. For example, Goyal and Frank shows that Pecking Order Theory fails for 
small firms where information asymmetry is presumably an important problem (Wikipedia, 2012). 
Scholars Xin Chang, Sudipto Dasgupta and Gilles Hilary also stated that the theory doesn’t work 
well in predicting equity issuance. Yet, some authors found out that there are instances where it is a 
good approximation of reality (Wikipedia, 2012). 
Patrick Bolton and Xavier Freixas (2000) claim equity issues, bank dept and bond financing 
coexist in equilibrium. According to their research result, since banks face cost of capital, financing 
through bank loan is costly due to financial flexibility. As a result, firms consider financing through 
bond or equity. However, bond has inefficient liquidation cost and equity has information dilution 
cost. They show that in equilibrium the riskier firms prefer bank loan, the safer ones issue bond, and 
the ones in the middle prefer issuing both bond and equity (Patric Bolton, Xavier Freixes, 2000). 
However, Fama and Jenson (1983) claim “An increase in firm risk or in the complexity of firm 
operations increases the likelihood that a controlling family exits from its ownership”.  
As we see the above literature review, there is a no universal approach for a financing 
decision. A decision to finance through either debt or equity only depends on company specific 
research and analysis.   
2.2 Decision of Initial Public Offering 
Andrew J. Sherman (2005) defined “An Initial Public Offering is a legal process in which a 
company registers its securities with the Securities and Exchange Commission (SEC) for sale to the 
general investing public”. It is considered as a critical source of capital for firms. A firm’s 
motivation for being public, consideration of potential effect of IPO, and conditions of going public 
are crucial elements for decision making.   
There are many advantages of IPO. First, IPO enables wider financing sources. After IPO, 
firm can issue Seasoned Equity Offering (SEO), convertible bond and so on. Additionally, it helps to 
have easier access to dept with favorable conditions by means of disclosure requirement, enhanced 
creditability and improved financial status. Increase in equity facilitates improved debt to equity 
ratio and balance. Stocks can be used as currency for acquisitions promoting capacity for growth. As 
stated in the secondary source, it could also leads to higher valuation by means of liquidity of shares. 
Stocks of privately held companies couldn’t be sold freely in the market. However, stocks of 


















company to improve its prestige, attract investors, strategic partners and customers (Beth Deazeley, 
2008). More importantly, it helps to create brand awareness. IPO helps to reduce risk at particular 
rate by enlarging and diversifying equity base. It could also help improve recruitment and retention 
through the ability to grant equity participation to employees. Additionally, it facilitates mergers 
acquisitions since stocks can be used as currency (Beth Deazeley, 2008). IPO also secures long-term 
customer relationships because customers would like to do business with firms that will be around 
for the long time, accordingly. Here, public companies are considered as long-term providers of 
services and products. Finally, it establishes a market price for the company which can be crucial for 
“marketing” the company. Owners often try to market the company as a way of generating a return 
for initial investors, such as owners, venture capitalist, etc (Matt H. Evans). Due to the increased 
liquidity, availability of information and comparability to other public companies, the value of 
public companies tend to be higher than those of private companies (Price Waterhouse Coopers, 




Graph 1: Survey evidence on the motivations for going public. Adapted from “Evidence 
on what CFOs think about the IPO processes: Practice, theory and managerial implications”, 2006. 
 
As we see the above graph, the most important reasons for going public is to finance growth 











To create public shares for use in future acquisitions 
To establish a market price/value for our firm 
To enhance the reputation of our company 
To broaden the base of ownership 
To allow one or more principals to diversify personal holdings 
To minimize our cost of capital 
To allow venture capitalists (VCs) to cash out 
To attract analysts' attention 
Our company has run out of private equity 
Dept is becoming too expensive 


















As Beth Deazeley (2008) notes about disadvantages of IPO, there are many types of fees 
such as legal fees, audit/accounting fees, underwriting, printing costs, road show costs, filling fees of 
IPO etc. IPO firms have also disclosure/due diligence burden, time commitment and distraction from 
the day-to-day running of the business. Additionally, they have relationship challenges when dealing 
with existing shareholders. After IPO, there is ongoing time and resource costs of compliance and 
reporting. Other disadvantages include reduced flexibility due to requirements to consult with board, 
and sometimes shareholders, reduced control due to dilution of shareholdings, vulnerability to 
takeover, increased scrutiny by regulators and public, restrictions on investor communications and 
selective disclosure of information, enhanced disclosure of important information regarding financial 
performance, terms of contracts, executive compensation and environmental issues, short-termism 
and pressure to keep stock price up, which may be incompatible with the company’s existing 
strategy. As being public, a firm may have pressure, exposed to the effects of volatility in the market 
price of shares, smaller pool of director/officer candidates due to complexity of skill sets required in 
public companies, and increased liability for directors and officers under laws relating to secondary 
market liability and so on leading to increased costs of compensation and directors’ and officers’ 
insurance (Beth Deazeley, 2008). Many scholars claim that disclosure of important information, 
which is useful for competitors, is the most serious disadvantage of being public.  
Beth Deazeley (2008) also stated that some advantages and disadvantages may not apply 
depending on the situation. According to him, going public may not lead to improved access to 
capital and better valuations for a firm which enters into a market in which its stock is undervalued 
or there is little liquidity. There is no increased amount of cost if a firm already runs like a public 
company or is subject to heavy regulatory requirements. Investor relations obligations may not as 
heavy if the company with have a few large institutional investors. As stated in his paper, some 
advantages and disadvantages may balance each other out, for example, it may be harder to find 
directors and officers with the skill sets necessary for a public company, but the ability to offer 
share-based compensation may assist in attracting and retaining talented ones. 
According to Jian and Kini (1994), post - issue operating performance declines due to the 
existence of information asymmetry and/or a conflict of interest between the existing entrepreneurs 
and the new shareholders. The researchers pointed three main reasons: first, an increase in agency 
cost resulted from transferring to public firm from privately held firm and the reduction in ownership 


















higher pre - IPO performance and lower post - IPO performance; finally, the timing that issuing 
stock in periods of unusual good performance levels while they know the good performance is not 
sustainable. Gian Luca Clementi (2002) contends “A particularly striking finding is that operating 
performance, as measured by Returns on Assets for example, peaks in the fiscal year preceding the 
offering, worsens on impact at the IPO date, and keeps on declining for a few more years” having 
similar findings. Nurwati A. Ahmad-Zaluki (2008) finds that there is declining performance in the 
IPO year and up to three years after IPOs relative to the pre-IPO period.  
As Marco Pagano, Fabio Panetta and Luigi Zingales (1998) noted in the research paper based 
on the Italian sample compared with that of United State, the likelihood of an IPO is positively 
related to the market – to - book ratio prevailing in that industrial sector. They found out that the 
stock market valuation of firms in the same industry positively affects the probability of IPO. This 
relationship may reflect a higher investment need in sectors with high growth opportunities (and 
corresponding high market-to-book ratio) or the owners’ attempt to exploit the mispricing in the 
sector. They also claimed that larger companies as well as companies growing faster and more 
profitable are more likely to go public on the basis of their research paper.  Subsidiaries of publicly 
traded companies are not considered in their claim. Third, cost of bank loan decreases for newly 
listed companies, accordingly. Fourth, control changes hands in IPOs more often than that in 
privately held companies even though controlling group always retains a large portion after the IPO.  
As cited, Fama and Jenson (1983) state that the riskier a firm, the greater the costs incurred 
of small number of residual claimants bear most of the firm’s residual risk. They also claim that if 
firm operation is more complex, it is less efficient. Consequently, Sandy Klasa (2002) concludes 
“An increase in firm risk or in the complexity of firm operations increases the likelihood that a 
controlling family exits from its ownership” citing the statements given by Fama and Jenson (1983).  
According to Thomas Chemmanur, Shan He and Debarshi Nandy (2006), a private firm’s 
product market characteristics, such as market share, competition, capital intensity as well as cash 
flow riskiness, affect the probability of IPO. They found out the following results: first, firm with 
larger size and higher sales growth are more likely to go public; second, firms with greater 
productivity (TFP) than those of industry peers, greater market share, and with projects which are 
cheaper for outsiders to evaluate are more likely to go public; third, firms in less competitive and 
more capital intensive industries, and those with riskier cash flows are more likely to go public; 
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